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HEALTH AUTHORITY BLUE PRINT — PRELIMINARY REPORT

At the Board meeting of January 1‘1, 2005, my office was instructed to: 1) develop a
draft Health Authority Blue Print which would address various issues and serve as a
workable plan for the possible implementation of a health authority to run the County’s
entire hospital system, along with a proposed milestone-level action plan, timetable and
budget, 2) review available previous studies and reference materials and consult with
key contributors to past studies and other knowledgeable authorities, 3) have the
County’s Legislative Advocates work with members of the State Legislature to draft an
appropriate bill relating to the possible creation of a health authority within Los Angeles
County, and 4) report back on the experiences of other jurisdictions such as Alameda
County and Denver to understand how they are working and what might work effectively
within Los Angeles County.

Staff from my office, County Counsel, and the Department of Health Services (DHS)
have been assembled to work on this issue, and have coordinated with the County’s
Legislative Strategist and outside parties via the Governance Task Force of the
LA Collaborative. The LA Collaborative is a project of The California Endowment to
improve communication and planning between the public and private health sectors in
Los Angeles.
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Background

The issue of whether to create a health authority and/or develop an alternative
governance structure for DHS is not new. Over the past ten years, four possible
governance options have emerged: ,

Health Commission — a formal body created by the Board and assigned specific
oversight responsibilities, but with DHS facilities still owned and operated by the .
County.

Health Authority — a legislatively-established public entity, distinct from the
County, that assumes operational control of DHS facilities under contract with the
County. '

Private Non-Profit Public Benefit Corporation — a private non-profit entity, distinct
from the County, that assumes operational control of DHS facilities under
contract with the County.

Health Care District — a special governmental district (formerly known as a
hospital district) formed pursuant to State law that assumes operational control of
DHS facilities under contract with the County.

Additionally, a number of studies have examined the issue with some or all of the
following goals: 1) improvement of overall health system planning, coordination and
oversight, 2) increased operational and managerial flexibility for DHS facilities,
3) increased system efficiencies and revenues, and 4) enhanced long-term community
and political support for the health system. A summary of prior reports can be found in
Attachment .

In February 2002, the Board adopted the recommendations of the Ad Hoc Hearing Body
on Governance to provide DHS with greater administrative authority and fiexibility to
pursue strategies to improve DHS’ fiscal situation, and if improvements do not occur for
DHS within a year, revisit exploration and consideration of a health authority for DHS.

Administrative_Authority and Flexibility. Since 2002, the Board and my office have
provided DHS with increased administrative authority in contracting, fiscal management,
and personnel. In contracting, where appropriate, DHS has been provided expanded
authority to execute certain agreements without subsequent approval by the Board.
DHS'’ budget authority has been expanded by allowing the CAO to approve adjustments
of up to $1 million in each budget unit (e.g., LAC+USC, AIDS, Public Health) per
quarter. (For other County departments, this authority is limited to $250,000 per
quarter.) Additionally, DHS’ personnel authority has been expanded to allow for hiring
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and promotions (except management and special pay situations) without prior CAO or
Board approval if there are enough funds budgeted and the position is on the
Board-approved staffing ordinance.

Recently Adopted Governance Changes. On February 22, 2005, the Board
adopted the recommendation of Navigant Consulting to change governance for
King/Drew Medical Center (KDMC) and create a Hospital Advisory Board (HAB). Under
this model, the County retains ultimate authority for the quality of care and the operation
of KDMC, but specific responsibilities have been delegated to the HAB to provide
policy-level direction and oversight of KDMC. The HAB is a “commission” type of
change in governance.

DHS Fiscal Situation. DHS has a looming deficit of $435.4 million beginning in
Fiscal Year 2006-07, and, if unmitigated, the deficit rolls forward to $1.4 billion by
Fiscal Year 2008-09. The shortfall, a result of steep increases in health care costs and
declining or expiring Medicaid revenues, is occurring despite the County’s best efforts to
streamline operations, identify other Medicaid revenues, as well as County voters’
willingness to tax themselves to preserve the health system through the enactment of
Measure B.

In June 2002, the Board adopted a plan to reform the County health care system
to achieve $357.5 million in cost reductions. In November 2002, the voters
overwhelmingly approved a property tax increase which provides about $170 million
annually to support trauma care and bioterrorism preparedness. In addition, County,
State and Federal governments have worked collaboratively to provide $250 million in
one-time assistance. While these actions have helped to narrow the budget gap, an
underlying structural imbalance remains between the rising cost of health care
and revenue sources that are increasingly uncertain. Recent examples of revenue
uncertainty include the current Congressional consideration of substantial Medicaid -
reductions, and the State’s ongoing negotiations with the Federal government to
revamp Medi-Cal hospital payments.

Legislative Developments

Two bills have been introduced in the Legislature that address the issue of DHS
governance.

AB 166 (Ridley-Thomas), as introduced on January 19, 2005, would authorize
Los Angeles County, by ordinance, to establish a “hospital authority” to “manage,
administer, and control” the DHS health care facilities. The bill is patterned on the State
Health and Safety Code provisions which authorized the Alameda County Medical
Center Hospital Authority. Among the bill's key provisions are:

» The Board of Supervisors would have appointing power for the authority board.
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e The Board of Supervisors would have the authority to specify the size,
qualifications, term of office and removal process for the authority board.

e The Board of Supervisors would be required to adopt bylaws related to the
operation of medical centers under the authority.

e The authority would be a public agency and could have legal ownership of
facilities.

e The authority would not be governed by, or subject to polices or operational rules
of the County including, but not limited to, personnel and procurement.

e Any liabilities or obligations made by the authority could not be shifted to the
County.

» The authority would be required to recognize represented employees and their
organizations under the Myers-Milias-Brown Act.

» The development of a personnel transition plan for employees, and a
requirement that the authority abide by the County's contracts with labor
organizations until expiration, when successor agreements would be solely
negotiated by the authority.

» Maintenance of access to patient care revenues and subsidies (e.g., Medi-Cal
Disproportionate Share Hospital payments, Proposition 99 funds) currently
received by DHS facilities.

e The County retains the “ultimate responsibility” for indigent care under
Section 17000 of the State Welfare and Institutions Code.

* Any agreement between the County and the authority must ensure that all
existing services continue to be provided subject to the policy of the County and
the County’s obligations under Section 17000.

The bill is a non-urgency measure, and if enacted this session would become effective
January 1, 2006. It was referred to the Assembly Committees on Health and Local
Government, and is scheduled for hearing in the Health Committee on April 26, 2005.

AB 201 (Dymally), as introduced on January 31, 2005, would authorize Los Angeles
County to establish, by ordinance, a health authority to provide or contract for the
provision of health care benefits to eligible persons. Among the bill’'s key provisions are:

» The Board of Supervisors would have appointing power for the authority board.

» The authority board shall consist of 13 members — five designated by the Board
of Supervisors, three nominated by the Governor, three nominated by the
Governor representing the University of California, the University of Southern
California, and Drew University of Medicine and Science, one nominated by the
Speaker of the Assembly, and one nominated by the Senate Rules Committee.
(The bill also specifies a member to be appointed by the authority representing
the community which suggests the overall membership of the authority board
would be 14.)
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e The authority would have oversight responsibility for local hospital services,
ambulance medical services, public health services, and emergency medical
services, and potentially school clinics, mental health services and correctional
health services at the discretion of the Board of Supervisors.

e The authority would be a public agency and could directly provide or contract for
services.

e The authority would be responsible for the establishment of standards of care
consistent with prevailing community health care standards: ‘

» The authority would not be governed by, or subject to polices or operational rules
of the County including, but not limited to, personnel and procurement.

e Any liabilities or obligations made by the authority could not be shifted to the
County. :

e The development of a personnel transition plan for employees, and a
requirement that the authority abide by the County’s contracts with labor
organizations until expiration, when successor agreements would be solely
negotiated by the authority. ,

e The County is not relieved of responsibility for indigent care under Section 17000
of the State Welfare and Institutions Code.

The bill is a non-urgency measure, and if enacted this session would become effective
January 1, 2006. It was referred to the Assembly Committees on Health and Local
Government with no hearing date scheduled.

Discussion. Both AB 166 and AB 201 would allow the creation of a health authority that
could operate DHS facilities at the option of the County. However, the success of this
approach will be heavily dependent on its underlying financial fitness, how the roles and
responsibilities are defined in an operational and funding agreement with the County,
and whether the new structure can reasonably control costs within the funding level
provided.

Moreover, it does not make sense to simply transfer the structural deficit of the current
DHS system to a new authority and expect funding problems to go away. While on the
margin a new model may be better able to moderate health care cost pressures and
increase the number of patients with third party coverage, the authority will still be
subject to the County’s ability to finance indigent care and an environment where there
are ongoing threats to key revenue streams such as Medicaid.

Therefore, the Board should consider requesting amendments to AB 166 and
AB 201 to include access to a new independent revenue base (e.g. sales or
alcohol taxes) to support the mission of the new authority and the County’s
Section 17000 mandate.
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Review of Other Jurisdictions

Attachment Il provides a summary of alternative governance models in other
jurisdictions. We are working with the Governance Task Force of the LA Collaborative
to increase our understanding of the operation of these models and will report back
within 60 days.

Update of Impiementation Framework for Models

As requested, we have developed a milestone-level action plan for four possible
governance structures — health commission, health authority, private non-profit public
benefit corporation, and health care district. That action plan is Attachment Il1.

Additionally, we are working to develop answers to the detailed questions raised in the
Board January 11, 2005 instruction, and are also working with DHS to develop updated
information on transition costs for the health authority models and will report back within
60 days.

Conclusion

The DHS health system has a massive structural financial deficit that outstrips the
County’s financial capacity to resolve. At the same time, the Board needs to be assured
that the County’s health system is rationally planned and managed, efficient and
achieving maximum value regardiess of its funding level. A change in the governance
of DHS could help support the Board’s role in achieving this objective. The Board's
recent action to create the King/Drew Hospital Advisory Board (HAB) is a step in this
direction for a specific facility. The progress of the HAB should be monitored and
evaluated to determine if it is a model that warrants application to the entire DHS
system. '

DEJ:GK:
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Attachments
c: Executive Officer, Board of Supervisors
County Counsel

Director of Health Services
Legislative Strategist
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